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Abstract: This paper analyzes the optimal pricing and offline to online channel strategies in the presence of
customer returns, from the perspective of channel choice and consumer purchase behavior. The online retailer
offers a money-back guarantee, which allows customers to return products that do not meet their expectations
to the retailer for a full refund. Two benchmark models in single-channel and in O20 channel scenarios are es-
tablished, respectively. Moreover, the impacts of O20 channel on supply chain equilibria, profits and consumer
surplus are analyzed. The results show that, the money-back guarantees strategy the online retailers provide
can effectively increase the price when the return cost of consumers is relatively low. In addition, the online
retailer may have an incentive to add the offline showroom under certain conditions. As the same time, the
020 channel strategies can effectively enhance the manufacture’s profit and the consumer surplus when there
is greater probability that the products can match the consumer’s demand. The O20 channel strategies can

always increase demand, but not necessarily increase the supply chain’s profit.
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Fig. 2 Comparison of the profit and consumer surplus under money-back guarantees
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